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On Tuesday, January 25, 1994, the Cellular Telecommunications Industry
Association ("CTIA") sent the attached letters and documents to the FCC staff listed
below.
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Ervin S. Duggan
William Kennard
Gerald Vaughan

John Cimko
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James QueUo
Greg Vogt

If there are any questions in this regard, please contact the undersigned.

Sincerely,
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Competition Materials on the Record

Stanley M. Besen, Robert J. Lamer, and Jane Murdoch, The Cellular Service Industry:
Performance and Competition, November 1992 (filed by CTIA)

CTIA, The ARCs 0/ Cellular Competition, 1993 (filed by CTIA)

Testimony of Jerry A. Hausman before North Carolina Utilities Commission in Docket No. P­
100, SBU 114, on Exempting Domestic Public Cellular Radio Telecommunications Service
Providers from Regulation, 1991 (filed by Bell Atlantic)

Peter W. Huber, Michael K. Kellogg and John Thorne, The Geodesic Network II: 1993 Report
on Competition in the Telephone Industry, 1993 (filed by CTIA)

Peter W. Huber, Report o/the Bell COmpanies On Competition in Wireless Telecommunications
Services, 1991 (filed by CTIA)

Drs. Charles Jackson and John Haring, Errors in Hazlett's Analysis o/Cellular Rents, September
1993 (filed by CTIA)

PSC of Maryland, Division of Rate Research and Economics, A Report on Cellular Telephone
Service in Maryland, September 1990 (filed by Bell Atlantic)

North Carolina Utilities Commission, Order Exempting Domestic Public Cellular Radio
Telecommunications Service Providersfrom Regulation, Docket No. P-l00, SBU 114, February
14, 1992 (filed by Bell Atlantic)



C T I A
January 25, 1994

William Kennard
General Counsel
Federal Communications Commission
1919 M Street, N. W. Room 614
Washington, D.C. 2055

Re: Ex Parte
Docket No. 93-252 (Reiu1atory Parity)

Dear Mr. Kennard:

The Cellular Telecommunications Industry Association ("C'fIA") herewith
provides copies of three documents referenced in its pleadings filed in the above­
captioned proceeding.

The documents include the study,. prepared by Economic and Management
Consultants International (EMCI) entitled The Changing Wireless Mtu'lutplace, December
17, 1992; the Cellular Brief entitled Cellular: Building for the Wireless Future, March
26, 1993; and the Affidavit of Jerry A. Hausman, United States y. W. Elec. Co" Inc.,
Civil Action No. 82-0192 (D.D.C. July 29, 1992).

These documents, in concert with the material already placed in the record in this
proceeding, which are listed on the attached index, support the conclusion that the
cellular industry is indeed competitive, and meets the statutory requirements for a
determination that forbearance from regulation is appropriate as specified by the
provisions of the Omnibus Budget Reconciliation Act of 1993,

Very Truly Y~'-J

~.--;//
~&~v-~,r­
~~a:s E. Wheeler

Attachments

Cellular

Telecommunication~

[ndustr~· .hsoeiation

1133 21st Streec. \\\

Thlrd Flour

Washin~ton DC 2D<I:,r

202-785-1)081 Teleohone

202-785-1)721 Fax

Bulldl", The
WlreI... Future .

Thomas E. Wheeler
Presldem; CEU



January 25, 1994

Commissioner Andrew C. Barrett
Federal Communications Commission
1919 M Street, N.W. Room 826
Washington, D.C. 20554

Re: Ex Parte
Docket No. 93-252 CReeulatory Parity)

Dear Andy:

C T I A Cellular

Telecommunications

Industry Association

113:3 21st Street. \\\

Third Floor

Washington, DC c'" l:1ri

202 -78'i-OOH1 Telco"o",'

202 -785-0721 Fax

lulldln.The
Wlrel... Future.

Thomas E. Wheeler

President/CEO

The Cellular Telecommunications Industry Association ("CTIA") herewith
provides copies of three documents referenced in its pleadings filed in the above­
captioned proceeding.

The documents include the study, prepared by Economic and Management
Consultants International (EMCI) entitled The Changing Wireless Marketplace, December
17, 1992; the Cellular Brief entitled Cellular: Building for the Wireless Future, March
26, 1993; and the Affidavit of Jerry A. Hausman, United States y. W. Elec. Co.. Inc.,
Civil Action No. 82-0192 (D.D.C. July 29, 1992).

These documents, in concert with the material already placed in the record in this
proceeding, which are listed on the attached index, support the conclusion that the
cellular industry is indeed competitive, and meets the statutory requirements for a
determination that forbearance from regulation is appropriate as specified by the
provisions of the Omnibus Budget Reconciliation Act of 1993.

Very Truly rrs}?

g{~
Attachments



January 25, 1994

Commissioner James H. QueUo
Federal Communications Commission
1919 M Street, N.W. Room 802
Washington, D.C. 20554

Re: Ex Parte
Docket No. 93-252 (Re&ulatory Parity>

Dear lim:

C , I A Cellular

Telecommunications

Industry .-\ssociation

1IJ3 21;tStred . .\\\

Third Floor

lI'ashlOi(ton. DC .!'lll:3e

202-785-11081 Tt+ph"r,,·

202-785-d721 F;n

Bullcllnc The
Wlrel... Future.

Thomas E. Wheeler

President' CEO

The Cellular Telecommunications Industry Association (ltCfIAIt) herewith
provides copies of three documents referenced in its pleadings filed in the above­
captioned proceeding.

The documents include the study, prepared by Economic and Management
Consultants International (EMCI) entitled The Changing Wireless Marketplace, December
17, 1992; the Cellular Brief entitled Cellular: Building for the Wireless Future, March
26, 1993; and the Affidavit of Jerry A. Hausman, United States v. W. Elee. Co" Inc.,
Civil Action No. 82-0192 (D.D.C. July 29, 1992).

These documents, in concert with the material already placed in the record in this
proceeding, which are listed on the attached index, support the conclusion that the
cellular industry is indeed competitive, and meets the statutory requirements for a
determination that forbearance from regulation is appropriate as specified by the
provisions of the Omnibus Budget Reconciliation Act of 1993.

Very Truly Y9HfS,
//1

c ~lA--
Thomas E. Wheel~

Attachments



January 25, 1994

Greg Vogt
Chief, Tariff Division
Federal Communications Commission
1919 M Street, N.W. Room 518
Washington, D.C. 2055

Re: Ex Parte
Docket No. 93-252 (Re&ulatOll Parity)

Dear Greg:

C T I A Cellular

Telecommunications

Industry Association

1133 21st Street. ,II

Third Floor

Washington. DC ::11036

202-785-0081 Teleohone

202-785-1)721 Fax

Bulldlnl The
Wireless Future.

Thomas E. Wheeler

President/CEO

The Cellular Telecommunications Industry Association (-CI1A-) herewith
provides copies of three documents referenced in its pleadings filed in the above­
captioned proceeding.

The documents include the study, prepared by Economic and Management
Consultants International (EMCI) entitled The Changing Wireless Mar1cetplace, December
17, 1992; the Cellular Brief entitled Cellular: Building for the Wireless Future, March
26, 1993; and the Affidavit of Jerry A. Hausman, United States y, W, Slec, Co.. Inc"
Civil Action No. 82-0192 (D.D.C. July 29, 1992).

These documents, in concert with the material already placed in the record in this
proceeding, which are listed on the attached index, support the conclusion that the
cellular industry is indeed competitive, and meets the statutory requirements for a
determination that forbearance from regulation is appropriate as specified by the
provisions of the Omnibus Budget Reconciliation Act of 1993,

Very Truly Yours,

-
~

Thomas E, Wheeler

Attachments



January 25, 1994

Gerald Vaughn
Deputy Bureau Chief, Operations
Federal Communications Commission
1919 M Street, N.W. Room 500
Washington, D.C. 20554

Re: Ex Parte
Docket No. 93-252 (Re&ulatory Parity)

Dear Gerry:

C T I A Cellular

Telecommunications

Industry:\ssociation

1133 21st Street. \\\

Third Floor

Washin~tlln. [lL CI)O;,h

202-78:1-1)081 Teiephone

:Z02-785-ll721 Fax

BulldlncThe
Wlrel... Future.

Thomas E. Wheeler

f'resldentL'EO

The Cellular Telecommunications Industry Association ("CfIA") herewith
provides copies of three documents referenced in its pleadings filed in the above­
captioned proceeding.

The documents include the study, prepared by Economic and Management
Consultants International (EMCI) entitled The Changing Wireless Marketplace, December
17, 1992; the Cellular Brief entitled Cellular: Building for the Wireless Future, March
26, 1993; and the Affidavit of Jerry A. Hausman, United States y. W. Elec. Co.. Inc.,
Civil Action No. 82-0192 (D.D.C. July 29, 1992).

These documents, in concert with the material already placed in the record in this
proceeding, which are listed on the attached index, support the conclusion that the
cellular industry is indeed competitive, and meets the statutory requirements for a
determination that forbearance from regulation is appropriate as specified by the
provisions of the Omnibus Budget Reconciliation Act of 1993.

Very Truly Yours,

ck-~

Thomas E. Wheeler

Attachments



January 25, 1994

John Cimko
Chief, Mobile Services Division
Federal Communications Commission
1919 M Street, N.W. Room 644
Washington, D.C. 20554

Re: Ex Parte
Docket No. 93-252 (Re&ulatory Parity)

Dear John:

C T I A Cellular

TeJecommunications

Industry .-\ssociation

It33 21st ~treet. \i\'

Third Floor

Washmgton. DC 21l11:3h

202-78J-llilHl Telcpoone

202-785-11721 Fax

Bulldlnl The
Wlrel... Future.

Thomas E. Wheeler

President, CEO

The Cellular Telecommunications Industry Association (lfCfIAIf) herewith
provides copies of three documents referenced in its pleadings filed in the above­
captioned proceeding.

The documents include the study, prepared by Economic and Management
Consultants International (EMCI) entitled~ Changing Wireless Marketplace, December
17, 1992; the Cellular Brief entitled Cellular: BUilding for the Wireless Future, March
26, 1993; and the Affidavit of Jerry A. Hausman, United States y. W. Elec. Co. t Inc.,
Civil Action No. 82-0192 (D.D.C. July 29, 1992).

These documents, in concert with the material already placed in the record in this
proceeding, which are listed on the attached index, support the conclusion that the
cellular industry is indeed competitive, and meets the statutory requirements for a
determination that forbearance from regulation is appropriate as specified by the
provisions of the Omnibus Budget Reconciliation Act of 1993.

Very Truly Yours,

tR~
Thomas E. Wheeler

Attachments



January 25, 1994

Chairman Reed Hundt
Federal Communications Commission
1919 M Street, N.W. Room 814
Washington, D.C. 20554

Re: Ex Parte
Docket No. 93-252 (RC&ulatory Parity)

Dear Mr. Chairman:

C T I A Cellular

Telecommunications

Industry.-\ssociation

1133 21st Street. \11­

Third Floor

Washlngton. lJ( !IIIUti

202-7H.5-IJOIlI Telephone

202-78.5-1),21 Fa"

Bullcln. The
Wire.... Future.

Thomas E. Wheeler

President/CEO

The Cellular Telecommunications Industry Association ("CTIA") herewith
provides copies of three documents referenced in its pleadings filed in the above­
captioned proceeding.

The documents include the study, prepared by Economic and Management
Consultants International (EMCI) entitled The Changing Wireless Marketplace, December
17, 1992; the Cellular Brief entitled Cellular: Building for the Wireless Future, March
26, 1993; and the Affidavit of Jerry A. Hau·sman, United States y. w. Elec. Co.. Inc.,
Civil Action No. 82-0192 (D.D.C. July 29, 1992).

These documents, in concert with the material already placed in the record in this
proceeding, which are listed on the attached index, support the conclusion that the
cellular industry is indeed competitive, and meets the statutory requirements for a
determination that forbearance from regulation is appropriate as specified by the
provisions of the Omnibus Budget Reconciliation Act of 1993.

Very TruIY,//O,
/0 /

~~-
Thomas E. Wheeler

Attachments



January 25, 1994

Commissioner Ervin S. Duggan
Federal Communications Commission
1919 M Street, N. W. Room 832
Washington, D.C. 20554

Re: Ex Parte
Docket No. 93-252 <Re&ulatoO' Parity>

Dear Ervin:

C T I A Cellular

Telecommunications

Industry Association

1133 21st Street. .\\\

ThIrd Floor

Washmgton. DC 21)1130

202-785-0081 Telephon,·

~02-78;)-()721 Fax

BulldlftllTh'
WlreI••• Future .

Thomas E. Wheeler

President/CEO

The Cellular Telecommunications Industry Association ("CTJA") herewith
provides copies of three documents referenced in its pleadings filed in the above­
captioned proceeding.

The documents include the study, prepared by Economic and Management
Consultants International (EMCI) entitled The Changing Wireless Marketplace, December
17, 1992; the Cellular Brief entitled Cellular: Building for the Wireless Future, March
26, 1993; and the Affidavit of Jerry A. Hausman, United States y. W. Elec. Co.. Inc.,
Civil Action No. 82-0192 (D.D.C. July 29, 1992).

These documents, in concert with the material already placed in the record in this
proceeding, which are listed on the attached index, support the conclusion that the
cellular industry is indeed competitive, and meets the statutory requirements for a
determination that forbearance from regulation is appropriate as specified by the
provisions of the Omnibus Budget Reconciliation Act of 1993.

,/

_ Very T~)~6r

tb.0fC-1,L~-
Thomas E. Wheeler

Attachments



Competition Materials on the Record

Stanley M. Besen, Robert J. Lamer, and Jane Murdoch, The Cellular Service Industry:
Performance and Competition, November 1992 (filed by CTIA)

CTIA, The ABCs of Cellular Competition, 1993 (filed by CTIA)

Testimony of Jerry A. Hausman before North Carolina Utilities Commission in Docket No. P­
100, SBU 114, on Exempting Domestic Public Cellular Radio Telecommunications Service
Providers from Regulation, 1991 (filed by Bell Atlantic)

Peter W. Huber, Michael K. Kellogg and John Thome, The Geodesic Network II: 1993 Repon
on Competition in the Telephone Industry, 1993 (filed by CTIA)

Peter W. Huber, Repon ofthe Bell COmpanies On Competition in Wireless Telecommunications
Services, 1991 (filed by CTIA)

Drs. Charles Jackson and John Haring, Errors in Hazlett's Analysis ofCellular Rents, September
1993 (filed by CTIA)

PSC of Maryland, Division of Rate Research and Economics, A Repon on Cellular Telephone
Service in Maryland, September 1990 (filed by Bell Atlantic)

North Carolina Utilities Commission, Order Exempting Domestic Public Cellular Radio
Telecommunications Service Providers from Regulation, Docket No. P-lOO, SBU 114, February
14, 1992 (filed by Bell Atlantic)



UNITED STATES DISTRICT COURT FOR

DISTRICT OF COLUMBIA

UNITED STATES OF AMERICA,

WESTERN ELECTllIC COMPANY, INC.,
AND AKE1lICAN TELEPHONE AND
TELEGRAPH COMPANY,

Civil Action No. 82-0192

Defendants.

Plaintiff,

v •.

.. --_. __ -..- _---- .....•..• )
)
)
)
)
)
)
)
)
)
)
)
)

CITY OF WASHINGTON

DISTRICT OF COLUMBIA

)
)
)

55.

AFFIDAVIT OF JERRY A, HAUSMAN

JERRY A HAUSMAN, being duly sworn, depo.e. and .ays:

1, My name is Jerry A, Hausman. I am MacDonald Profe.sor of

Economics at the Mas.achusetts Institute of Technology in Cambridge,

Ma.sachusetts, 02139.

2. 1 received an A,B, degree from Brown Univer.ity and a B.Phil, and

D, Phil. (Ph.D,) in Economic. from Oxford Univer.ity where 1 was. Marshall

Scholar. My .c.demic and r ••••rch speci.lti.s .re .conometrics, the uae of

st.tistic.l ~dels and t.chniques on economic data, and aicro.conomics, the

study of consumer beh.vior .nd the behavior of finu. I teach a course in

·Competition in Telecommunications- to graduate students in economics .nd

buaines••t MIT .ach year. Mobne telecolllllUnications 18 one of the pr1Jury

topics covered in the course. 1 was a member of the editorial bo.rd of the

Rand (formerly the Bell) Journal of Economics for the pa.t 13 years. The Rand

Journal is the leading economics journal of applied microeconomics and



2

regul.tion. In Dec.mber 1985, I received the John B.tes Clark Award of the

Americ.n Economic Aa.oci.tion for the most -significant contributions to

.conomics- by an economi.t und.r forty y••r. of .g.. I have r.c.iv.d numerous

oth.r .c.d.mic .nd .conomic .ociety .w.rds.

3. I h.ve don••ignific.nt aaount. of r ••••rch in the

tel.communic.tion. industry. My fir.t .xp.rienc. in thi••r •• w•• in 1969

Wh.n I .tudi.d the Al••kan t.l.phon••y.t.m for the Army Corp. of Engine.rs.

Sinc. that tim., I h.ve .tudied the demand for loc.l ....ured ••rvice, the

demand for intr.st.te toll .ervice, consumer demands for new typ•• of

tel.communic.tions technologie., marginal costs of loc.l ••rvic., co.ts and

b.nefit. of different typ•• of loc.l service., including the effect of higher

acc.s. fees on consumer welf.r., d•••nd .nd price. in the cellul.r telephone

industry, .nd consumer dem.nds for new type. of pricing options for long

dist.nce ••rvice. I h.v••lso.•tudied the effect of n.w entry on competition

in p.ging ••rkets, tel.communic.tions equipment mark.ts, and interexchange

markets. Lastly, 1 h.ve edited. recent book, Future Competition in

Telecommunic.tion. (H.rv.rd Business School Pres., 1989).

4. I have been involved in consent decr.e waiv.r r.quests of Pacific

Telesis and the other RBOCs, including the 1985 waiver for the purch.se of

Communications Industri•• by P.cific. In 1987 I submitted .ffidavits to the

District Court on b.half of Pacific Telesis in the fir.t Tri.nni.l R.view of

the consent decr.e .nd for NYNEX with resp.ct to • waiver for international

long distance ••rvice. In 1990·91 1 .ubmitt.d .ffidavits on beh.lf of all of

the RBOC. in th. Remand on Information Services.

5. 1 h.ve prOVided te.timony regarding cellul.r tel.phon. previously to

both federal and st.t. r.gulator.. 1 .ubmitted .ffidavit. to the FCC with

respect to comp.tition in the cellul.r industry in 1988 and 1989. 1 have

participated in investig.tions .nd regulatory he.rings in C.lifornia that
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involv.d p.ging and c.llul.r t.l.phone in 1985·86 (both), 1988 (p.ging). 1989

(cellular), .nd 1991 (c.llul.r). I h.ve .1.0 t.stifi.d b.for. other .tate

r.gul.tory co.-i••ion. r.g.rding the prop.r .cop. of r.gul.tion of c.llul.r

t.l.phon••ervice. In 1989 1 .ubmitted te.tiaony to the U.K. governm.nt

(D.p.rtaent of Tr.de .nd Indu.try) reg.rding lik.ly future developm.nts of

propo••d P.r.onal Communic.tion. N.tworks (PeN.).

I. SUMMARy AND CONCWSION

6. Current re.trictiona on IOC provi.ion of wirele•••ervice. incr••se

IOC cost••nd cu.tomer pric•• , deer•••• innovation, .nd deer•••• comp.tition

in cellul.r .nd paging markets. a.moval of the restrictions will increase

competition in wireless markets.

7. Landline inter.xch.nge toll mark.t. ar•••p.r.t. aark.ts from

wir.l••• aark.t.. Comp.tition b.tw.en landlin. and c.llular now, and for the

for•••••ble future, will b. limited by price differ.nc•••nd by limited

cellular c.pacity. Thus, removal of re.trictions on BOC provision of

interLATA radio-ba.ed .ervic•• will not permit IOC. to ex.rci.e any market

power in land1ine int.rexchange toll markets.

8. BOC cellular .nd paging companies h.ve neith.r the inc.ntive nor the

ability either to predate or to discriminate against th.ir rival.. There

exi.t. no .ub.tantial po••ibility, not even .ny credible lik.lihood that

granting of the w.iv.r would .ffect competition .dv.r.ely in c.llular, paging,

or int.r.xchang. toll .arketa.
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.11. TECHNOLOGY OF PAGING AND CELLULAR

A. Padnc

9. Three type. of paging are co.monly u.ed: di.play (alphanumeric),

tone, and voice. The ~echnology of paging i. auch that economies of scale are

exhau.ted at levels of output that are .uch ...ller than the entire ..rket.

Indeed, the technology of paging has typically led to many competitor.

offering different paging service. on a•• igned frequencies. The paging

operation will consi.t of a number of transmitter. to cover a geographical

area, where the number of transmitter. dependa on the topography and the type

of paging service. offered. The number of cu.tomer••erved on a given

frequency will vary between approximately 1,000 and 100,000 depending on the

paging .ervices offered and the fraction of cu.tomers who choose each type of

.ervice. 1 Voice paging allows for the fewest cu.tomers, with tone-only

(beeper) allowing for the most. Display paging allows for an intermediate

number of customers.

10. Paging has none of the features that can create a natural monopoly.

A market with a single output is a natural monopoly when average cost

decreases as output increases over any possible range of demand, and service

can be prOVided at minimum cost when a single firm produce. all of the output.

In paging we observe numerous firms offering service in a given geographic

market.

11. Paging has been deregulated or is unregulated in approximately 1/2

of the .tate. including New York, Oregon, Wa.hington, Illinoi., Florida,

1 The 1,000 capacity ari.es when a frequency is used for tone-voice
only. Tone and di.play paging have capacities of 70,000 on a .infl.
frequencl' See R.H. Tridgell, -Why arCl (POCSAG) i. the Intemat onal
Standard, Mobile Radio TecbnololY, Kay 1988, pp. 37-38. Tone and display
paging account for the valt majority of paging cu.tomers a. voice paging has
decreased in importance. Display paging bas a 8U share, tone bas a 11%
share, and tone-voice bas a 7% share (£MeIITelocator, The Stat. of the U,S,
Pacinc Industry: 1991).
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Kissouri, Arizona, and Texas. 2 No movements toward consolidation around only

a .ingle paging provider have taken place in these states. I would expect such

consolidation if natural aonopoly conditions prevaned. The opposite has

occurred with sub.tantial new entry and intense cOllpetition. Thus, both

technology and market experience demonstrate that paging markets are not

natural monopolies. Furtheraore, in the state. which do regulate paging, no

.tate use. either rate of return or price regulation.' Thus, .tate

regulatory commi•• ions do not regulate prices of paging cOllpanie., instead

letting competition do it. job.

B. Cellular telephone

12. Cellular lik.wi.e h•• non. of the fe.tur.s of • natural monopoly.

As with p.ging, the t.chnology of c.llular i ••uch that economies of .c.le are

.xhausted at levels of output th.t .re much smaller than the total demand in a

aark.t. As demand grow., c.p.city is incr••••d by -.plitting cells,- which

l ••ds to either constant or increasing marginal (increaent.l) cost. In .11

cellul.r market. of .ny r.asonable .iz., I .xpect to .ee two economic.lly

vi.ble f.cilitie. provider., •••llowed by the FCC. Cert.inly, market

experience to date demonstr.te. that no natur.l aonopoly ch.racteri.tics exist

in the cellul.r industry. The Block B (wireline) c.rrier. had a .ubstantial

-he.dst.rt- in mo.t large cellular markets.· However, .fter the Block A

(non-wireline) cellul.r carriers began oper.tion, they encountered no

difficulties in providing competitively priced .ervice and in coap.ting

.ucce••fully. Inde.d, in many KSAs, the Block A c.rrier. h.ve c.ught up to

2 The.e figure. are from. 1986 NARUC report. It is intere.ting to note
th.t ..ny of the.e states have recently deregulated paging.

, aegul.tion generally consists of a requirement to file informational
t.riff•.

• The -wir.line- carrier frequency in cellular ..rket. i. referred to as
the Block B frequency while the non-wireline frequency i. referred to .s the
Block A fr.quency. Th. wireline/non-wir.line distinction .ro•• in the
procedure used by the FCC to .ward the cellular franchise•.



6

.nd .ven .urp••••d the Block B c.rri.rs in the number of customers served. s

13. While c.llul.r aark.t••r. typic.lly analyz.d .t the HSA

(M.tropolit.n St.ti.tic.l Ar••) and RSA (Rur.l S.rvice Ar••) level, which

corr••ponds to FCC lic.ns•• to c.llular provider., it ia import.nt to r ••lize

th.t c.llul.r u..r. make .ignific.nt us. of th.ir c.llul.r tel.phone outside

of th.ir loc.l KSA or RSA. -Roaaing-, which corre.ponds to u.e of • c.llular

t.l.phon. out.id. of • u..r'. hom. KSA or RSA, .ccounted for over 10% of

overall cellul.r .ervic. r.v.nu.s in 1991 and i. r.pidly growing.

14. Ov.r.ll, 28 at.t.s, .nd the District of Columbi., do not r.gul.te

the pric. of cellul.r .ervice.' Maryl.nd continu.d deregul.tion of c.llular

.ft.r • r.c.nt .tudy investigating current comp.titiv. condition. in that

st.te. North C.rolina .lso r.cently deregul.ted cellul.r .ft.r • Commission

proceeding which investigated competitive conditions. No at.te applies either

rate of r.turn regulation or price caps to cellular. 7 Thus, no profit

5 Th. FCC re.ale policy for the Block A carriers during the head.t.rt
period .llowed for rapid conversion of custom.rs from the Block B carrier to
the Block A c.rrier, .long with the fact that costs of switching from Block B
to Block A were extremely low. AT&T's claim that aBOCs dominate the cellular
aarkets th.y serve (p. 74) is inconsistent with market statistics which I am
.w.re of. Block A c.rriera h.ve a significant share of cellular customers
across .11 cellul.r markets. AT&T's further claim that only the aBOCs are
e.rning substantial profits from cellular (pp. 77-78) ignores the significant
stock market value that McCaw has or the over 2 billion dollars whicn McCaw
paid for LIN. Rapid exp.nsion in cellular by McC.w h.s not led to current
profits bec.u.e of continuing investments, but the market v.luation of McCaw
certainly indicate. the expectation of signific.nt future profits.
Furthermore, McC.w's revenue growth has exceeded the revenue growth of aBOC
cellular companies over the p.st three ye.rs. .

, Thi. information is obt.ined from the CTIA June 1991 R.gul.tory Update
.nd the deregul.tion of cellul.r in North Carolina in February 1992.

7 Thus, McC.w' ••rgument that interconnection ch.rge. are. aatter of
indifference to aBOCs bec.u.e either the cellul.r subaidi.ry or the loc.l
exch.nge comp.ny receives the revenue is incorrect since most st.tes continue
to u.e some form of r.te of return regulation on the aBOC LEC but not on the
aBOC cel1ul.r comp.ny. (-Co..ents of McCaw Cellul.r Comaunic.tions·, p. 6)
McC.w repe.ts this mist.ke when it cl.ims th.t aBOC cellul.r c.rriers have an
incentive to ret.rd the developm.nt of the cellular indu.try bec.use of their
l.ndline services. (p. 13) Thu., McCaw attributes. l.ck of economic
rationality to the aBOCs in choosing between unregulated and regulated profit
opportunities.
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li.itation i. applied to cellular providers 80 that no theory of -.onopoly

leveraging- or cro.s subsidy to ev.de regulation can .pply here. If they

r.gul.t. cellular .t .11, It.te regul.tors .llow cellul.r companies wide

di.cretion in .etting prices, discounts, and lervice options. For the .ost

part, regul.tor••llow the combination of the underlying technology .nd

competition to deteraine prices for cellul.r custoaerl. Thus, even st.te.

that continue to regulate cellular have recogniz.d that competitive conditions

.11ainate the need for tr.ditional type. of r.te-b••e r.te of return

regul.tion applied to local telephone companie•.

111. COMPETITIVE CONDITIONS IN PAGING AND CELLULAR

A. P.linl

15. No barriers to entry exist in paging. Competition among p.ging

provider. i. extremely .trong. Until 1981 the FCC authorized only 8 p.ging

frequencies in each geographical area and capacity limitations so.etimes

existed in densely populated urban areas.' Since 1981, however, the FCC has

increased the .v.il.ble paging frequencies from 8 to 96. Furthermore, the FCC

has relaxed its standards to permit expanded paging use of the 44 channels

allocated princip.lly for two-way common carrier communications. The FCC also

permits FK broadcast st.tions to offer common or priv.te carrier paging on a

nonaudible subcarrier basis; this technology can provide 10 to 25 additional

frequencies in a given geographical .rea.' Thus, the c.pacity l1aitation in

• S.e -R.port of the B.ll Companies on Comp.tition in Vir.le.s
T.lecommunic.tions Services, 1991- (Report), pp. 2-8 for. further discussion
of FCC polici.s tow.rd p.gin" 1 have used .mpiric.l inforaation compiled in
the~ throughout my .ff davit. Th. '.port cont.ins inforaation of the
type-wnICh I oft.n use in my r ••••rch, .nd the inforaation is .ccurate .nd
consist.nt with my knowledge of the paging and cellul.r industri.s. 1 .ttempt
to remain current on these industrie. since I cover th••••ch y.ar in my
graduate course at MIT .nd .nalyze the. in my consulting activities.

, The FK subcarrier channels are currently in use to .llow for expanded
geographic coverage for paging. See Report, pp. 94-95.
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paging no longer exists. 10

16. The 96 frequencies exclusively available for public paging create a

total capacity of 3-4 .illion customers under typical fully l~aded conditions

in a given geographical ar.a. For this amount of capacity to be a binding

constraint, market p.n.tration in, say, the Los Angeles aetropolitan ar.as

would have to r.ach approximately 50-751. Y.t the current mark.t punetration

l.v.l in Los Angeles is about 2.5-41. Even if paging demand continues its

rapid growth l.ss than 1/3 of the availabl. capacity will have b••n used by

the year 2000. 11

17. Capital costs do not create a barri.r to entry in paging. The

estiaated capital costs to establish a wide area paging syst.m vary fro.

$180,000-230,000 depending on frequency. A pot.ntial entrant would have no

difficulty raising capital of this .agnitude, especially if the entrant had a

successful track record in previous business ventures. Barriers to exit are

not large enough to create competitive probl.... Vbile some costs, such as

trans.itter towers, are largely sunk costs, most of the costs ar. not .unk.

The largest cost, the cost for the paging units themselves, can be in part

recouped upon exit because the pagers can be used in other geographical

locations on the .ame frequency. Likewise, much of the electronic

trans.ission equip.ent can also be resold if exit occur•.

10 Furth.rmor., the FCC has k.pt a on. aagahertz r.serve for paging
(930-931 KHz). Vb.n this frequency band beco••s available for licensing,
another 40 paging channels will co.e into us•.

11 These esti.ate. are based on capacity from the current technology for
paging. By the year 2000, it is quite likely that capacity will expand
.arkedly due to advance. in technology.
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18. Signific.nt n.w .ntry h.s occurr.d in p.ging m.rkets in the past

five y••rs. u D.spit. some consolidation throughout the industry during the

1980's, new .ntry ~ continued. Giv.n curr.nt and .xp.ct.d future aark.t

growth of .bout 10-251 p.r y••r, I .xp.ct th.t n.w .ntry wlll contlnu. to

occur. 1) Ov.r the p.riod 1980 to 1991 the numb.r of p.ging subscrib.rs

incr••••d from .bout 1 million to ov.r 10 .illion .ub.crib.rs. Th••x.rcis.

of 1U.rk.t pow.r, with pric•••bov. coap.titlv. l.v.ls, c.nnot occur in a

growing ..rket with no barri.r. to .ntry. N.w comp.titor. will always have

the .conomic inc.ntiv. to cut pric•• to cOIlp.titiv. 1.v.l. to gain market

sh.re.

19. In 1988 I conduct.d an .mpiric.l atudy of p.ging pric.s in • number

of .t.tes. I found that in the period 1985-88, the pric•• for paging s.rvice

had decr••••d ov.r.ll by 5% per y.ar. Th••v.rag•••rvic. pric•• for display

paging, the f ••t ••t growing type of paging with .bout 70X of .11 us.rs, had

decre.s.d the mo.t. Furth.rmor., I found little or no diff.renc. between

pric•• in the deregul.t.d .nd regul.t.d .t.tes. Thus, comp.tieion works well

in p.ging aarkets. Price regulation i. not required for p.ging aarkets to

operate competitively.

B. Cellu1.r

20. Regulatory b.rri.rs to entry do .xist for cellu1.r becau.e the FCC

lic.ns.s two c.llul.r c.rriers in e.ch KSA (Metropolitan St.tistic.l Area) and

RSA (Rur.l Service Ar••). Th. FCC-e.t.b1i.h.d duopoly in wholesale ••rvice

rules out. aarket .tructure of ..ny s..ll, individually insignific.nt,

competitor. (i.e. perfect comp.tition). But c.llul.r marketa have beh.ved in

• comp.titiv. mann.r, •• both the FCC and .t.t. r.gulator. have found upon

U Approximat.ly 1,000 p.ging ••rvice••re curr.ntly in oper.tion. So••
p.ging market. h.ve •• many .s 50 p.ging carriers. (WComment. of TeloeatorW,
p. 4)

13 Teloc.tor report•• current growth r.te of 22X p.r year. (WComments
of Teloc.torW, p. 4)



10

investigation. 14 The number of cellular subscribers grew at an average rate

of about 501 per year from its start in 1984 to 6.4 million subscribers as of

June 1991.

1. Egplrical Data on Competition in Cellular

21. In 1991 I conducted an econometric .tudy ba.ed on data collected

from the 30 1arge.t cellular ..ruts in the U. S. In the .tudy I consider the

ainimua monthly bill ba.ed on 1991 average industry u.age (160 minutes/month

with 801 peak u.age) acro.s all the cellular carrier.. The results of the

study are given in Appendix A. M explanAtory variable. in the regreuion

.pecification I u.e the KSA population, average inco.. , average commuting

di.tance, an indicator variable for a Block A carrier, and an indicator

variable for whether the .tate regulates cellular price.. My results indicate

that price regulation does D2k lead to lower cellular prices, and indeed, the

econometric estimates are that prices are about 5-16% hieber in states that

regulate cellular prices. 15 Regulation, in other words, doe. not lead to

lower prices in these markets. If anything, cellular prices determined by

aarket force. are lower. This result demonstrates that competitive forces are

operating in cellular aarkets.

14 See e.g. FCC, Notice of Proposed Rul.m.king, CC Docket No. 91-34,
where the FCC tentatively concluded that the cellular .ervice aarket is
competitive, Karch 24, 1991, pghs. 13-14; California Public Utilities
Commission, D90-06-025, June 6, 1990, Conclu.ion 20, p. 105; Connecticut
Department of Public Utility Control, 90-08-03, Sept. 25, 1991, Findings 3 and
9, pp. 11-12, North Carolina Utilities Commission, p-100, SIB 114, February
14, 1992, Finding 2, pp. 6-8. In its most recent decision, CC Docket No. 91­
34, Kay 14, 1992, the FCC found that while cellular ..y not be -fully
competitive- and pointed to the duopoly aarket .tructure a. a reason, the FCC
also found that cellular carriers are competing on the basis of .ervice
offerings and .ervice price, among other factors. (pgh. 11) The FCC also found
that no evidence exi.ts that cellular carriers have attempted to engage in
antico~etitive conduct (pgh. 12) or that anticompetitive conduct is occurring
(fn. 20)

15 The results are given in Appendix A. This comparison holds the other
economic factor., e.g. population, constant .0 that the effect of regulation
can be considered by itself. A stailar study which I conducted in 1989 led to
very similar re.ults. By price regulation here I mean states which require
advance notice tariff filings for change in cellular prices. As explained
el.ewhere in this affidavit, no state. regulate cellular based on profit
regulation or rate of return regulation.
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22. I have also studi.d two other mark.t situatio~ where concerns

about comp.tition .ight be raised. First, I have analyzed situations where

both c.llular carriers are .ith.r partly or wholly owned by an RBOC, •. g.

Atlanta wh.r. Pacific T.le.is owns part of the Block A carrier while B.llSouth

owns the Block B carrier. Th. results are giv.n in Appendices Band C. I

find slightly low.r prices, an av.rag. of $81.31, wh.n both c.llular companies

ar. own.d partly or wholly by an RBOC compar.d to the situation wh.r. the

Block A carrier is owned by a non-RBOC cellular carrier, an av.rag. of $84.41,

e.g. Philadelphia wh.re the Block A carrier is owned by Co.cast. LIN. and

McCaw while the Block B carrier is owned by Bell Atlantic. Thus, the claim

that the RBOCs are not competing with each oth.r where they provide cellular

servic. h.ad-to-h.ad is incorr.ct. 16 S.cond, I have analyz.d local•• where

GTE op.rat.s a cellular carri.r, e.g. Tampa. My under.tanding i. that GTE's

c.llular sub.idiary i. not r.quir.d to provide .qual acc••• or presubscription

for long di.tance by the t.rms of its Consent D.cr... Furtheraor•• a survey

of GTE cellular companies done under my direction indicat.d that non. are

currently off.ring an .qual access option for long di.tanc.. Th. r.sults of

~ analysi. are contained in Appendix C. Again. I find no .upport for the

proposition that any lack of competition in th.s. area. has advers.ly affected

pric.s. Thus. the ab.ence of equal access has not cr.at.d comp.titive

probl.ms. 17 Nor did the lack of .qual access .nabl. GTE to favor its former

long di.tanc. int.r.xchange corporate affiliate, U.S. Sprint. Indeed. GTE

r.c.ntly sold it. reaaining share of U.S Sprint and has .xited the

int.rexchange toll industry.

l' ALe ha. clalaed that collusion exist. among the RBOC. through
Bellcore and throuah joint own.rship of c.llular franchi•••• (-Oppo.ition of
ALe-, pp. 2-3). 16e.e result. contradict both ALe'. clala and Sprint's
unsub.tantiat.d c1ata that -the pric. for c.11ular servic. i. within the
RBOC.' exclusive contro1.- (Opposition of Sprint, p. 28)

17 Inde.d. to the b••t of ~ knowledge D2 non-JOC cellular company
off.rs ita custo••r. a presubscription option for long di.tanc. call.. Thus,
presubscription is not an attractive competitive option for c.llular carriers
to offer.



12

23. A high degr.e of competition between cellul.r c.rrier. h•• been

ob.erved .long two dtae~io~·-quality and price. 1• Fir.t, quality

competition ..ong cellul.r c.rrier. has b.en .xtr••ely high. Technique. to

r.duce int.rf.r.nce and deer.... the nuaber of blocked or dropped c.ll. h.ve

been dev.lop.d. Th... t.chnique. have occurr.d froa .dvance. in engineering

.uch ••••ctoriz.tion, overl.y/underl.y c.ll .it•• , c.ll .nhancer., downtilted

antennae, and dynamic c.ll power controll.r.. C.ll-.ize r.duction

t.chnologi•••r. curr.ntly b.ing dev.lop.d and deploy.d. Th. nuab.r of c.ll

.it•• has .1.0 incr••••d .ignificantly. Thi. r.pid t.chnologic.l .dv.nce

.long with the introduction of nuaerous n.w .ervice., e.g. p.r.onalized

tr.ffic routing. d.monstr.t. the competitive ch.r.cter of the c.llul.r

industry.

24. A primary fora of pric. competition ..ong c.rrier. to date h•• been

competition to .ign up new custOIl.rs. Th18 form of competition 18 •• one

would expect in • r.pidly growing industry .uch •• c.llul.r tel.phon., e.g.

c.llul.r .ub.criber. gr.w by aor. th.n 33% in 1991. Competition between

cellul.r .ervice provid.r. has l.d to .quipment di.count. to custoller. of

amount. b.tween $100-$450 wh.n new custo.ers initi.t. c.llul.r .ervice. 19

New custoller. h.v••1.0 b••n off.red .ignific.nt ..ount. of free .ir tille.

Note th.t the .quipment di.count. .re .n important .ource of pric.

competition. A di.count of ••y $350 is equiv.lent to • reduction in the

1. Thi. analy.i. i. co~i.t.nt with the FCC'. r.c.nt finding th.t
c.llul.r c.rri.r. comp.t. on the b••i. of -mark.t .h.r., technology, .ervice
off.ring•• and ••rvic. pric•. - (CC Dock.t No. 91-34. May 14, 1992, pgh. 11)

l' See a.port, pp. 157-159. Cellul.r r •••ll.r. have r.p••t.d1y
compl.in.d .bout th••e di.count. to the FCC and to .t.t. re~l.tory
co...b.io~. How.v.r. the d18counts. or -bundling- of c.llul.r .quip..nt .nd
c.llul.r ••rvic., .r. pro-comp.titiv. bec.us. they le.d to lower pric•• to
co~uaer.. At the .... t1ae, c.llul.r custo..r. c.n buy cellul.r ••rvic.
without .ny oblig.tion to buy c.llul.r .quip..nt from • giv.n c.llul.r c.rrier
(no price ai.cr1aination) .0 th.t neither equip.ent pric•• nor cellul.r
••rvic. price .r. r.i.ed .bov. competitive l.vel.. The FCC h•• r.cently
decided to permit bundling. (CC Docket No. 91-34, May 14, 1992) Both the DOJ
and the Bure.u of Econollic. of the FTC h.v. concluded th.t bundling in the
cellul.r industry i. pro-competitive.
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monthly c.llul.r .cc... f.. of .bout $10 p.r month ov.r • 3 year p.riod which

i. the ..ount of ttae that .n .ver.ge cellular cu.tomer continues service. zo

Giv.n that the .v.r.g. aonthly c.llul.r .ccess f •• in large MSAs is .bout $30,

thi. pric. comp.tition h•• l.d to • price di.count of about 331.

A .econd fora of price comp.tition ~ be.n the introduction of nua.rous

pricing plans for cellular .ervic.. Cellul.r c.rrier. have off.red new

pricing plans with di.count. for higher ..ount. of u..g•• plans for low usage

cuatomer., plans for us.g. out.ide the centr.l busine•• di.trict., and pl.ns

for us.ge by occ.sional c.ll.r. who depend on cellul.r aainly for s.fety

r ••sons. These pricing pl.ns h.ve l.d to d.cr••••d .ff.ctiv. pric.s for

c.llul.r custom.r. sinc. custom.rs c.n choos. the pl.n which l ••d to • lower

aonthly bill for th.ir p.tt.rn of us.g.. Ov.r.ll. the pric. of c.llul.r

s.rvic. h.. decr••••d among cellul.r provider. wh.n the.. pricing pl.ns .re

taken into .ccount. Z1 At the .am. tta•• cellul.r u..r. have b••n rec.iving

high.r quality product. sinc. most c.llul.r c.rri.rs w.r. incr••sing the scope

of th.ir g.ogr.phic cov.r.g. during this p.riod. Ov.r.ll. wh.n the discounts

.nd pricing pl.n••r••ccount.d for, the re.l (infl.tion .djust.d by the CPI)

price of c.llul.r us.ge has d.cr••sed .bout 10-121 p.r ye.r ov.r the p.st five

y••rs.

2. AT&T'. Claims of Lack of CORP.tition

25. AT&T's aain cl.im .bout • l.ck of comp.tition ..ong c.llul.r

carrier. r.fer. rep••tedly to the situation ••• ·.har.d monopoly·.u The

20 Thi. 3 ye.r c.lcul.tion i. b•••d on ·churn· .t.ti.tic. from 1991
r.tort.d by the CTIA. It i••lso consi.tent with churn figure. in the
C. iforni. PUC investig.tion of the c.llul.r industry. 1. 88-11-040.

21 Indeed, even opponent. of this motion .t.te th.t prices of cellul.r
.re decr••• ins while technology is iaprovins and new .ervic. offerinss .r.
being offered to custo..rs, se. e.g. ·Co..ents of Associ.tion for Loc.l
T.lecommunic.tions S.rvice.·, p. 10. All of th••e .conomic f.ctor.
demonstr.t. the pr•••nce of comp.tition in the dUOiOly c.llul.r aarket.. ALe
.1.0 r.port. th.t the .v.r.f. custom.r bill for c. lul.r decr••••d by .lmost
251 betw••n 1985 .nd 1988. ALe Oppo.ition to Motion of the B.ll Op.r.ting
Comp.ni•• •• p. 6)

uS•• •. g. pp. 37, 38, 56. MCI aak•• the .... cl.im (p. 6) b•••d on
the .am. report by • W.ll Str.et .nalyst .mploy.d by the First Bo.ton Co.
is of som. int.r.st th.t in the .ame report, the W.ll Str••t .nalyst
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cl.1Ja ..ke. no aconomic .ense. Fir.t, .h.re. in ••ch KSA h.ve ch.nged

1I&rkedly ov.r the y••r.. Th. non-vir.lin. c.rri.r., despite th.ir 12·18 month

del.y b.hind the vir.Une c.rrier. in b.ginning ••rvice, h.ve c.ught up vith

.nd in • number of KSM p••••d the vireline c.rrier in urket .h.r.. Changing

aark.t .h.r•••r•••ign of .trong co~.tition (•• AT&T has .rgu.d to the FCC

and .t.te regul.tor. nuaarous t1Ja•• ). S.cond, pr.vious .cono••tric analy.is

th.t I h.v. don. d.monstr.t•• that aonopoly conditions do not .xbt. Almost

.v.ry .le..nt.ry .conomic. t.xtbook demonstr.ta. th.t • monopoli.t viII always

incr•••• pric••0 th.t the pric••l ••ticity exc••da one. 13 Yet-.y

aconom.tric .naly.i. h.s found the pric. el••ticity in cellul.r m.rket. to be

f.r below one--more in the r.nge of 0.3-0.4 Other .tudies h.v. found a

.imil.r r.sult, •. g. the 1988 .tudy by Booz, All.n. Thus, the ••lient

ch.r.ct.ri.tic of • IIOnopoly--price. high enough to c.use the pric. el••ticity

to b. above one--.re cert.inly .b.ent in c.llul.r 1I&rket.. Furthermore, a.

di.cus.ed .bove, no .t.te regulatory commission ha. eng.ged in traditional

regulation of cellular prices.

26. AT&Tm.kes anoth.r mbt.ke in it. cl.ims .bout the BOC.' c.llular

co~.nies' likely actions if the w.iver i. grant.d. The BOC. cl.im th.t they

viII be able to off.r lower priced interLATA service .ince they will be able

to buy interLATA service in bulk, but AT&T claim. th.t SOC cellular customers

ch.r.cterize. the current c.llular .ituation ••• ·p.riod of high c.pital
int.nsity and low profit.bility· (p. 29) which i. hardly the outcom••xpected
in • ·.h.r.d aonopoly·. AT&T'. only .erious .ttempt at economic analysis b
the claim that ·valu. of ••rvice· pricing cannot .xi.t in a coap.titiv...rket
.nd can .xi.t only with ·actual or tacit collu.ion·. (p. 38) Thi. claim i.
incorr.ct. ·Value of ••rvic.· pricing (i.e. pric. di.cr1Jaination) oft.n
.xi.t. in comp.titiv. aarket., .ee e.g. S. Bor.nstein, ·Pric. Di.cr1Jaination
in Free Entry Harket.·, Rand JOUrnal of Economic., 16, 1985. Only in perfect
comp.tition will pric. di.crimination never occur. An e1e..ntary t.xtbook
di.cus.ion i. liven in D.W. Carlton and J.M. f.rloff, Modern Indultrial
Orlanization, (Scott, For....n, Glenview, IL, 1990, ch. 14). Cariton and
Perloff give exampl•• of pric. dilcrimination in aagazin•• , movi. th.ater
cU.count. to senior citiz.ns, grocery coupons, and nealth club.. Pr••wubly,
AT&T doe. not ••riou.ly claim that ·actual or tacit collusion· i. present in
the.e .ituations where pric. di.crimination is pr••ent.

Z3 I viII use the ab.olute value of the price elasticity in the
di.cu.sion which follov•.


